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Role  of  Cartels  in  Modern  Economy 

BY  GRANT  S.  McCLELLAN 


THE  cartel,  broadly  described  as  a  scheme  to  regu¬ 
late  competition  in  the  production  and  distribution 
of  the  world’s  basic  resources,  has  often  been  sub¬ 
jected  to  severe  criticism,  especially  in  the  United 
States,  which  has  traditionally  maintained  an  anti- 
monopoly  policy.  Charged  with  privately  control¬ 
ling  the  direction  of  world  trade  and  limiting  its 
volume,  the  cartel  is  also  criticized  because  it  may 
become  the  political  tool  of  a  particular  nation.  It  is 
argued  that  such  controls,  even  if  they  are  not  dom¬ 
inated  by  the  political  designs  of  any  single  state, 
may  hamper  or  nullify  the  development  of  an  inde¬ 
pendent  foreign  policy  by  the  United  States. 

In  the  inter-war  years  cartels  covered  a  wide 
range  of  the  most  basic  industrial  commodities, 
and  large  segments  of  the  American  industrial  sys¬ 
tem  were  involved  in  such  arrangements.  But  what¬ 
ever  may  be  the  peculiar  American  interest  in  such 
regulatory  schemes,  there  is  no  country  that  does 
not  lack  some  essential  raw  material  necessary  to 
modern  industry,  nor  any  major  industrial  power 
which  will  remain  untouched  by  controls — private 
or  governmental — that  are  designed  to  regulate  the 
international  market.  Monopolistic  practices  which 
control  world  trade  in  basic  commodities  and  their 
resultant  manufactures,  or  which  may  be  subject  to 
political  direction,  present,  therefore,  one  of  the 
most  crucial  and  complex  issues  facing  all  nations 
in  the  post-war  era. 

Few  will  deny  that  the  actual  form  of  business 
organization  in  the  world  economy  will  affect  the 
conduct  of  international  trading,  but  many  con¬ 
cerned  with  the  activities  of  international  business 
units  fail  to  recognize  that  their  present  form  is 
the  result  of  marked  trends  toward  economic  con¬ 
centration  or  integration  which  have  been  develop¬ 
ing  in  recent  years.  It  is  essential,  therefore,  that 
the  function  of  cartels  be  clearly  understood  and 
that,  in  so  far  as  they  exhibit  the  anti-social  prac¬ 
tices  of  monopoly,  cartels  be  adequately  regulated. 

It  is  generally  assumed  that  little  can  be  accom¬ 
plished  in  mitigating  the  evils  of  monopoly  in  the 
world  market  unless  there  is  assurance  in  the  post¬ 
war  years  of  an  adequate  political  security  system 


within  whose  framework  the  various  national 
economies  may  work  out  their  destiny  at  a  high 
level  of  employment  and  with  the  guarantee  of  an 
expanding  world  trade.  These  assumptions  have 
not  been  stressed  in  this  Report.  For  the  cartel  issue 
clearly  demonstrates  on  its  own  merits  the  complex 
nature  of  the  problems  which  must  be  faced  in 
achieving  an  orderly  expansion  of  international 
trade  and  the  evolution  of  a  future  political  securit) 
system. 

CARTELS  UNDER  ATTACK  IN  U.S. 

Today  the  view  is  widely  held  in  the  United 
States  that  cartels — aside  from  being  injurious  to 
consumer  interests — were  in  a  large  measure  re¬ 
sponsible  for  the  difficulties  met  in  the  initial 
stages  of  the  war  in  harnessing  American  produc¬ 
tion  to  the  war  effort.  Ihis  view  has  been  empha¬ 
sized  over  and  over  again  by  the  Department  of 
Justice  in  its  recent  prosecutions  of  American  firms 
associated  in  private  international  industrial  agree¬ 
ments.  The  argument  is  extended  and  given  greater 
force  by  evidence  of  connections  between  American 
firms  and  German  industrial  enterprises  through 
which  the  German  government  actively  attempted 
to  corner  world  markets  and  suppress  or  delay  the 
expansion  of  certain  industries  abroad.* 

The  public  has  heard  the  cartel  assailed  with  all 
the  vigor  formerly  used  to  attack  the  great  domes¬ 
tic  combines  during  the  “trust-busting  era”  at  the 
turn  of  the  century.  Vice  President  Wallace  has 
struck  out  time  and  again  against  the  nefarious 
activities  of  the  cartel,  charging  that  the  Standard 
Oil  Company  of  New  Jersey  “deliberately  stalled 
some  of  the  rubber  and  chemical  companies  in 
order  to  keep  them  from  developing  synthetic 
rubber,”  largely  because  of  the  inability  of  their 
partners  (I.G.  Farbenindustrie  of  Germany)  to  ob¬ 
tain  permission  of  their  government  to  proceed 
with  the  development  in  the  United  States.’  Judge 

1.  “No  Peace  with  I.G.  Farben,”  Fortune  (New  York), 
August  1942,  pp.  105  ff;  and  Guenter  Reimann,  Patents  jv 
Hitler  (New  York,  Vanguard  Press,  1942). 

2.  See  New  Yor/(  Times,  September  14,  1943.  See  also  tkt 
Kilgore  Committee  Report  on  Patents,  especially  statement  b* 
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I  Thurman  W.  Arnold,  formerly  with  the  Depart¬ 
ment  of  Justice,  under  whose  direction  the  current 
cartel  prosecutions  were  originally  instigated,  has 
:  also  bitterly  opposed  combinations  whose  practices 
he  condemns  as  so  largely  responsible  for  the  present 
war  and  which  if  revived,  he  insists,  will  lead  again 
to  war.^  Wendell  Berge,  present  Chief  of  the  Anti- 
Trust  Division  of  the  Justice  Department,  has  also 
leveled  repeated  attacks  on  the  cartel.*  Following 
extensive  hearings  of  the  Temporary  National  Eco¬ 
nomic  Committee  before  1941  on  the  concentration 
of  economic  power  in  American  Industry’  and 
after  the  Justice  Department  first  instituted  suit 
in  1937  against  such  association,  a  brief  has  been 
:  built  up  against  the  cartel,  raising  the  issue  of  its 
i  place  in  the  post-war  era. 

Recognizing  the  importance  of  the  problem  and 
indicating  that  intergovernmental  action  was  con- 
i  templated.  Secretary  of  State  Cordell  Hull  an¬ 
nounced  on  April  20  that  an  industry  branch 
would  be  established  in  the  commodities  division 
of  the  Office  pf  Economic  Affairs  of  the  State  De- 
1,  partment,  in  order  that  responsibility  for  the  De- 
I  partment’s  policy  and  action  on  all  matters  re¬ 
garding  international  industrial  arrangements  may 
I  be  clearly  fixed  and  properly  coordinated.*’  On 
I  September  13,  in  a  letter  addressed  to  President 
Roosevelt,  Secretary  Hull  made  known  that  the 
Department  of  State  was  preparing  “definite  policy 
proposals”  for  curbing  international  cartels,  that  in 
fact  plans  were  under  way  “for  discussions  with 
other  United  Nations  in  respect  to  the  whole  sub- 
'  ject  of  commercial  policy.”  In  his  letter  Mr.  Hull 
f  said  further:  “The  elimination  of  the  restrictive 

!  practices  of  cartels  is  an  objective  that  consistently 
follows  from  the  liberal  principles  of  international 
trade  which  this  Government,  under  your  direc¬ 
tion  [addressing  the  President],  has  constantly 

I  P.  A.  Gibson,  ‘‘Patent  Pools,  Standard  Oil  Co. — ^I.G.  Farhen,” 
I  in  Hearings  before  a  sub-committee  of  the  Committee  on  Mili- 
I  tary  Affairs,  United  States  Senate,  78th  Congress,  ist  Session, 
r  "Patents”  (Washington,  Government  Printing  Office,  1943), 
t  Part  IV,  No.  139,  pp.  616  ff. 

I  V  fudge  Thurman  Arnold,  speech  at  the  Conference  of  the 
I  League  for  Industrial  Democracy,  Hotel  Commcnlore,  New 
r  York,  May  13,  1944. 

j  4'  Wendell  Berge,  speech  before  Commerce  and  Industry  As- 
I  sociation  of  New  York,  New  York,  May  2,  1944,  and  speech 
y  before  Export  Managers  Club,  Hotel  Pennsylvania,  New  York, 
i  May  18,  1944.  See  also  Wendell  Berge,  Cartels:  Challenge  to  a 
free  World  (Washington,  Public  Affairs  Press,  1944);  and 
,  Mr.  Berge’s  Antitrust,”For/r<ne,  August  1944,  pp.  136  ff. 

5-  See  “Cartels,”  TNEC  Hearings,  Part  25  (Washington,  Gov- 
j  trnment  Printing  Office,  1941);  Clair  Wilcox,  Competition  and 
Monopoly  in  American  Industry,  TNEC  Hearings,  Monograph 
^o.  21  (Washington,  Government  Printing  Office,  1941);  and 
Milton  Gilbert  and  Paul  D.  Dickens,  Export  Prices  and  Export 
Cartels,  TNEC  Hearings,  Monograph  No.  6  (Washington,  Gov- 
ernment  Printing  Office,  1941). 

See  Kew  Yorl(  Times,  April  21,  1944. 


sought  to  implement  through  the  trade  agreement 
program  and  other  aspects  of  commercial  policy. 
It  is  also  an  objective  which  consistently  follows 
from  this  country’s  traditional  and  long-standing 
program  designed  to  protect  the  consumer  against 
monopoly  and  to  preserve  individual  enterprise 
on  a  freely  competitive  basis.”^ 

AMERICAN  OPINION  DIVIDED 

Such  is  the  growing  momentum  of  the  attack  on 
cartels  in  the  United  States  that  traditional  Ameri¬ 
can  opposition  to  combinations  in  restraint  of  trade 
and  the  desire  to  move  toward  a  more  liberal 
foreign  trade  policy  appear  to  coincide.®  Public 
action  with  regard  to  the  cartel  should,  therefore, 
be  wholly  feasible,  especially  if  the  cartel  is  con¬ 
ceived  solely  as  a  restrictive  scheme  operating  in 
the  international  market  to  control  the  volume  and 
direction  of  trade,  to  fix  prices  if  not  to  raise  them, 
and  to  thwart  free  competition  if  not  to  displace 
it  entirely.  It  may  be  noted  that  no  such  opposi¬ 
tion  has  arisen  to  some  other  restrictive  trade 
practices,  including  the  tariff,  although  the  above 
statement  of  Secretary  Hull  indicates  that  the  car¬ 
tel  problem  will  be  approached  within  the  broader 
terms  of  foreign  trade  policy.  American  proposals 
couched  in  these  broader  terms  may  go  far  to  allay 
the  belief  in  some  foreign  countries  that  the  United 
States  is  ready  to  press  for  the  eradication  of  this 
particular  restrictive  trade  practice,  but  unwilling 
to  tackle  further  its  own  existing  tariff  arrange¬ 
ments. 

This  summary  statement  is  not  intended  to  sug¬ 
gest,  however,  that  differences  of  opinion  do  not 
cxi,st  in  the  United  States  with  regard  to  future 
cartel  policy.  At  this  juncture  there  is  no  united 
policy  toward  ultimate  solutions  either  within  the 
government  or  within  industry.  On  the  contrary, 
there  is  some  evidence  that  a  division  of  opinion 
exists  in  government  circles,  where  an  interdepart¬ 
mental  committee  has  been  studying  the  cartel 
problem  from  the  point  of  view  of  its  wider  im¬ 
plications  and  the  possibility  of  negotiating  com¬ 
modity  agreements  at  the  international  level.  Com¬ 
prehensive  studies  are  known  to  have  been  pre¬ 
pared,  but  the  work  of  the  committee  has  been 
largely  secret.  There  is  some  indication  that  the 

7.  Ihid.,  September  14,  1944.  For  text  of  letter  from  President 
Roosevelt  to  Mr.  Hull,  see  ihid.,  September  9,  1944. 

8.  It  may  be  noted  that  in  1943  Congress  adopted  the  Dewey 
Amendment  to  the  Trade  Agreements  Act  which,  in  the  words 
of  its  author,  was  to  serve  notice  that  Congress  is  opposed  to 
cartel  operations.  See  Joint  Resolution  of  the  U.S.  Congress  to 
extend  the  authority  of  the  President  under  Section  350  of  the 
Tariff  Act,  as  approved  June  7,  1943,  Public  Law  66,  78th  Con¬ 
gress,  1st  Session.  A  bill  has  also  been  introduced  in  the  Senate 
calling  for  the  registration  of  all  foreign  contracts.  Senate  Bill 
1476,  78ih  Congress,  1st  Session,  October  25,  1943. 
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Department  of  Agriculture,  in  view  of  its  domes¬ 
tic  program  of  price  stabilization,  favors  interna¬ 
tional  agreements  to  hold  prices  on  key  commodi¬ 
ties,  whereas  other  departments,  especially  Justice, 
have  disapproved  of  all  restrictive  cartel  arrange¬ 
ments  and  urged  a  program  to  increase  competition 
and  productivity.’ 

Within  industry  opinion  is  also  divided.  Eric 
Johnston,  president  of  the  United  States  Chamber 
of  Commerce,  has  become  the  most  vocal  opponent 
of  the  cartel,”  while  other  industrialists,  in  particu¬ 
lar  Ralph  Gallagher,  president  of  the  Standard 
Oil  Company  of  New  Jersey,  have  expressed  ap¬ 
proval  of  such  arrangements — although  indicating 
at  the  same  time  that  the  cartel,  since  it  has  be¬ 
come  an  emotional  political  symbol,  must  now 
be  closely  defined  so  that  American  firms  engaged 
in  foreign  trade  through  the  mechanism  of  such 
association  may  pursue  their  activities  within  the 
clearly  interpreted  meaning  of  statutes  which  may 
regulate  it." 

Yet  opinion  in  industry  does  not  necessarily  di¬ 
vide  along  lines  of  “small  or  large  business”  for 
J.  Howard  Pew,  president  of  Sun  Oil  Company, 
has  labeled  the  cartel  as  “reprehensible”  and  “detri¬ 
mental  to  public  welfare.”"  It  is  impossible  in  a 
brief  review  to  suggest  the  full  nature  of  the  busi¬ 
ness  point  of  view  toward  cartels.  It  must  be  re¬ 
membered  that  most  opinion  will  naturally  be 
expressed  within  the  terms  of  the  prevailing  legal 
concepts.  Moreover,  familiarity  or  lack  of  familiar¬ 
ity  with  conditions  met  in  foreign  business  will 

9.  See  John  Crider,  New  York,  Times,  July  24  and  July  27, 
1944;  also  editorial,  “To  Make  Trade  Free,"  July  27,  1944. 

10.  Mr.  Johnston,  generally  recognized  as  the  exponent  of  the 
small  businessman,  has  condemned  the  cartel  in  no  uncertain 
terms.  During  his  recent  visit  in  England  he  s[>oke  against  the 
cartel  in  a  country  where  the  attitude  toward  monopoly  is  dif¬ 
ferent  from  that  in  the  United  States.  There  it  is  generally  as¬ 
sumed  that  the  cartel  is  a  logical  result  of  modern  capitalist 
structure.  For  further  exposition  of  the  British  attitude,  see  p.  187. 

11.  See  Mr.  Gallagher’s  reply  to  Vice  President  Wallace, 
New  York  Times,  September  14,  1943.  See  also  R.  T.  Halsam, 
director.  Standard  Oil  Company  of  New  Jersey,  letter  to  the 
New  Republic  (New  York),  April  17,  1944,  pp.  536-37,  ex¬ 
pressing  willingness  to  file  with  the  appropriate  government 
authority  copies  of  all  contracts  made  in  the  future  with  foreign 
corporations.  For  a  reasoned  defense  of  the  cartel,  see  J.  Anton 
de  Haas,  “Economic  Peace  Through  Private  Agreements,” 
Harvard  Business  Review  (Cambridge,  Mass.),  Winter  1944, 
pp.  139  ff. 

12.  See  statement  in  New  York  Herald  Tribune,  August  21, 
1944.  Mr.  Pew  attacked  the  recent  British-American  oil  agree¬ 
ment,  which  he  designated  as  a  “super-state  cartel,”  on  the 
ground  that  “a  cartel  under  the  aegis  of  governments  is  no 
less  reprehensible  than  a  cartel  entered  into  by  individuals,  as 
both  are  detrimental  to  public  welfare.”  The  cartel  system,  he 
emphasized,  was  originated  in  Europe  as  a  device  to  assure 
the  security  and  survival  of  decadent  and  inefficient  industries 
and  economies,  and  is  the  antithesis  of  the  American  com- 
ptetitive  system.  It  is  significant  that  the  charge  should  carry 
such  critical  connotations  and  yet  in  reality  adequately  describe 
the  agreement 


color  those  opinions.  Many  businessmen,  versed 
solely  in  the  principles  of  domestic  business,  will 
find  the  cartel  in  conflict  with  methods  which  they 
pursue  at  home;  whereas  those  familiar  with  busi¬ 
ness  abroad,  whatever  their  theoretical  predilection 
for  or  against  the  cartel,  recognize  that  it  does 
exist  under  the  laws  of  foreign  countries,  and  that 
they  may  have  to  do  business  under  those  laws, 
if  at  all. 
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In  the  United  States  the  term  “cartel”  has  be¬ 
come  synonymous  with  “international  cartel,”  al¬ 
though  this  terminology  is  not  true  in  all  countries, 
especially  in  Germany  and  Great  Britain,  where 
the  former  describes  certain  types  of  domestic  busi¬ 
ness  combinations.  It  is  difficult  at  this  date  to 
extricate  the  question  from  its  emotional  context, 
since  current  discussion  has  designated  the  issue 
as  the  cartel  problem  or  the  cartel  menace — largely 
depending  on  the  preconceived  solution  that  is 
offered.  For  many  the  term  cartel  has  taken  on 
evil  connotation  and,  if  applied  with  sufficient  0 
vehemence,  will  alone  serve  to  condemn.  The  wide  mer 
difference  of  meaning  attached  to  the  cartel  isfcoi 
more  indicative  of  its  controversial  nature  than  any^roi 
other  fact."  But  the  cartel  is  a  stubborn  fact,  and^  .n 
it  is  necessary  to  arrive  at  a  clear  under.standing  of  bi 


it — by  definition  in  so  far  as  that  is  practical,  and  pf  t 
by  examining  its  operations  so  that  its  function  klus 
as  a  monopoly  organization  in  the  world  economy  alv 
will  be  revealed. 


COMMODITY  CONTROLS 


14. 


ry  ( 


Vfv 


A  distinction  must  be  made  at  the  out.sct  between  ^ 
commodity  agreements  and  international  indus¬ 
trial  cartels.  Heretofore  tbe  production  and  dis-^  ' 
tribution  of  many  of  the  world’s  primary  products  =  ^ 
have  been  controlled  at  tbe  instigation  of  the  vari d 
ous  governments  concerned,  although  in  the  first 
instance  impetus  for  such  controls  may  have  beeni 
given  by  private  business.  Examples  are  wheat. 
sugar,  rubber,  tea,  tin  and  coffee.  Such  schemes  art.u 
now  generally  classified  as  commodity  agreements, p 
whereas  certain  materials  and  manufactures— alU 
kalies,  fertilizers,  aluminum,  dyes,  some  steel  prod-L , 
ucts,  nonferrous  metals,  and  electrical  products-  ' 


13.  An  extensive  literature  has  developed  with  regard  to  tlx 
definition  of  the  cartel.  Ervin  Hexner,  in  “International  Carteb 
in  the  Postwar  World,”  Southern  Economic  Journal  (Chapel 
Hill,  N.C.),  October  1943,  pp.  114-16,  argues  that  the  tern  * 
be  “dehydrated”  or  that  a  substitution  be  made  of  the  mott 
inclusive  expression  "collective  marketing  control”  with  proper  ; 
subdivision,  thus  providing  a  scheme  into  which  the  varion 
types  of  cartels,  combines  and  commodity  controls  might  fall  ’ 
See  also  Hexner’s  comprehensive  study.  The  International  Stef  ■' 
Cartel  (Chapel  Hill,  University  of  North  Carolina  Press,  1943!' I 
especially  Chapter  II. 
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have  become  cartelized  through  private  interna- 
tional  business  agreements. 

•y  The  distinction  does  not  hinge,  however,  on  the 
*'•  kind  of  product,  although  this  classification  has  its 
't'  bearing  on  the  future  development  of  commodity 
^  controls.  Rather,  the  degree  of  governmental  su- 
^  pervision  is  the  distinguishing  characteristic,  and 
'*1  in  several  cases  control  schemes  have  passed  from 
the  purely  private  level  to  the  governmental  level 
iwith  little  apparent  change  in  operation,  function 
or  purpose.  This  possibility  of  shifting  from  one 
•C'  tvpe  of  direction  to  the  other  suggests  that,  from 
the  purely  economic  point  of  view,  both  the  cartel 
^  and  the  commodity  agreement  have  a  functional 
dentity.  Both  operate  as  mechanisms  for  com- 
modity  controls,  and  as  such  both  exhibit  tenden- 
ties  characteristic  of  monopoly.  Beyond  this  the 
^  Jifferences  probably  outweigh  any  similarities,  and 
i  dear  understanding  of  the  private  international 
ly  cartel  will  illustrate  the  distinction.*'* 
is 

,n  ICARTEL  ASSOCIATIONS 
mi 


nt  On  its  strictest  definition  the  cartel  is  an  agree- 
depent  between  independent  member  firms  which 
is  [‘continue  to  do  business  separately  for  their  own 
ay  brofit.”  These  firms  “act  together  in  deciding  such 
id  patters  as  the  prices  they  are  to  charge,  the 
ofemounts  they  are  to  produce  or  sell,  and  the  share 
ad  pf  the  market  which  is  to  be  regarded  as  the  ex- 


anfclusive  right  of  each  of  them.”*'  These  are  often 
ay  referred  to  as  “associations.”  Very  often  the  agree¬ 
ment  is  secret.*^  Some  American  firms  engaged  in 

14.  See  International  Labor  Office,  Intergovernmental  Commod- 
Control  Agreements  (Montreal,  1943).  a'*'’  F.dward  S. 

jjj  'lawn,  “The  Future  of  International  Cartels,"  Foreign  Affairs 
New  York),  July  1944,  pp.  6o<;-6o6:  “As  government  par- 
JS-  kipatinn  increases — as  it  may  well  do  in  the  postwar  period — 
is-  nc  international  cartel,  which  in  its  pure  form  is  an  agreement 
iftwccn  private  firms,  takes  on  the  character  of  an  international 
_  :'r,mo(lity  agreement.  The  United  States  Government  has  cn- 
Tl-  fed  into  commodity  agreements  for  wheat  and  coffee;  agri- 
j,jj  cultural  interests  are  pressing  for  broader  participation  after 
fc  war.  If  other  governments  sponsor  and  participate  in  intcr- 
cn  lational  cartels  in  industrial  materials  and  manufactured  prod- 
jt,  y'.  not  only  will  a  considerable  part  of  the  international  trade 
‘  "’orld  be  brought  under  a  high  degree  of  commodity 
nntrnl,  but  the  distinction  between  cartels  and  commodity 
Its,  feements  will  become  progressively  less  meaningful.” 

.3].  y  See  Corwin  Edwards,  speech  before  the  Consumers  Union, 
^uhington,  D.C.,  June  30,  1944.  The  definition  of  the  cartel 
Diptrd  here — a  scheme  involving  three  types  of  combinations 
i—  -1'  drawn  from  Corwin  Edwards,  “Economic  and  Political 
‘'?ects  of  International  Cartels:  A  Study  Made  for  the  Sub- 
'iTimittcc  on  War  Mobilization  of  the  Committee  on  Military 
ifiJirs,”  United  States  Senate,  78th  Congress,  2d  Session,  Mono- 
ipe  raph  No.  i  (Washington,  Government  Printing  Office,  1944); 
iru  creafter  cited  as  “Cartel  Study."  On  its  strictest  definition  the 
‘ftel  is  not  a  form  of  capital  organization  and  would  thus 
ipff  :fier  from  the  trust;  it  is  not  a  con.solidation  of  capital,  al- 
OB  '.wgh  it  represents  a  manifestation  of  the  modern  movement 
all-  iward  concentration. 

m  ^  ***'**^  European  countries  all  such  agreements  were 

13’  yahzcd  through  a  registration  system;  this  was  the  case  in 
orway,  Germany,  Poland  and  Czechoslovakia. 


foreign  trade  have  joined  such  cartels  through  ex¬ 
port  associations  formed  under  the  Webb-Pomer- 
ene  Act  of  1918,  to  be  supervised  by  the  Federal 
Trade  Commission. 

Although  the  basic  law  of  the  United  States, 
since  the  passage  of  the  Sherman  Act  in  1890,  for¬ 
bids  monopolies  in  restraint  of  trade,  the  Webb 
Act  grants  exemption  from  the  anti  trust  laws  to 
American  exporters  who  may  join  in  associations 
for  the  purpose  solely  of  engaging  in  the  export 
trade,  with  the  provision  that  there  be  no  restraint 
of  trade  within  the  United  States  or  restraint  of 
the  export  trade  of  any  domestic  competitor.  Any 
agreement,  understanding,  conspiracy,  or  act  which 
shall  enhance  or  depress  prices,  or  substantially 
lessen  competition  within  the  United  States,  or 
otherwise  restrain  trade  therein,  moreover,  is  pro¬ 
hibited.*’  The  Department  of  Justice  contends 
that  it  has  jurisdiction  over  the  Webb  associations 
in  so  far  as  they  violate  the  Sherman  Act,  and 
that  it  is  unlawful  for  them  to  adhere  to  cartel 
agreements.  Since  1937  over  fifty  suits  have  been 
filed  against  American  firms  involved  in  inter¬ 
national  arrangements.  Some  few  of  these  are 
against  Webb  associations,  the  others  charge  the 
defendant  firms  with  not  having  submitted  their 
joint  action  to  the  control  of  the  Federal  Trade 
Commission  in  the  way  necessary  to  enjoy  the 
immunities  of  the  Act,  or  with  having  otherwise 
violated  the  anti-trust  laws.'* 

COMBINES 

But  this  strict  definition  of  the  cartel  as  an  asso¬ 
ciation  must  be  broadened  to  include  such  far- 
reaching  control  schemes  as  the  I.G.  Farbenindus- 
trie  of  Germany,  more  literally  a  “combine”  illus¬ 
trative  of  the  control  which  may  be  exercised 
when  one  concern  actually  owns  stock  in  various 
subsidiaries  throughout  the  world,  thus  exerting  a 
monopolistic  influence  on  the  market.*’  The  I.G. 
Farbenindustrie  is  also  representative  of  the  third 

17.  For  text  of  the  W'ebb  .\ct,  see  Antitrust  laiws  with  Amend¬ 
ments,  i8go-igi7  (Washington,  Government  Printing  Office, 
>938),  pp.  38-40.  It  must  be  pointed  out  that  public  action 
against  domestic  business  combinations  has  not  always  been 
consistent,  the  most  notable  exceptions  being  the  price-  and 
wage-fixing  agreements  of  the  short-lived  National  Recovery 
Act  of  1933  and  the  effort  to  maintain  minimum  prices  through 
the  Guffey  Coal  Act  (no  longer  in  force). 

1 8.  There  has  been  some  question  of  the  consistent  interpre¬ 
tation  of  the  Webb  Act.  For  a  summary  of  the  present  position, 
see  “Mr.  Berge’s  Antitrust,”  cited;  also  speech  by  W'endell 
Rcrge,  “ExfKirt  Associations  and  the  Sherman  Act,”  before  the 
Commerce  and  Industry  Association  of  New  York,  New  York, 
May  2,  1944. 

19.  The  I.G.  Farbenindustrie,  the  great  German  Dye  Trust — 
originally  a  loose  combination  to  regulate  production  and  prices 
— later  developed  into  an  absolute  and  complete  amalgama¬ 
tion. 
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type  of  cartel  described  below — the  patent  licens¬ 
ing  agreement.  This  instance  shows  that  the  three 
types  of  cartels  frequently  supplement  one  an¬ 
other.  No  one  familiar  with  modern  business 
structure,  however,  will  be  surprised  to  learn  that 
international  business  organization  exhibits  the 
most  intricate  and  complex  character. 

The  N.  V.  Philips  Company  is  illustrative  of  this 
type  of  cartel-combine.  From  its  headquarters  in 
Holland  this  company  controlled  the  manufacture 
and  distribution  of  radio  equipment,  electric  light 
bulbs,  and  other  electrical  supplies  in  many  differ¬ 
ent  countries.  By  an  agreement  reached  before  the 
war,  control  of  the  companies  beyond  Axis  domi¬ 
nation  has  passed  to  two  groups  of  trustees — one 
in  Hartford,  Connecticut,  and  the  other  in  Lon¬ 
don.  The  trust  agreement  also  provides  for  the 
re-establishment  of  the  great  corporate  structure 
after  the  war.^“  Other  examples  of  the  combine 
include  the  well-known  International  Telephone 
and  Telegraph  Company,  a  holding  company 
which  holds  all  or  most  of  the  stock  of  a  variety 
of  cable,  radio  communication,  and  telephone  com¬ 
panies  throughout  the  world.  The  Latin  American 
Imperial  Companies  or  Canadian  Industries,  Ltd., 
jointly  owned  subsidiaries  of  du  Pont  and  Imperial 
Chemical  Industries,  also  fall  within  this  category. 
In  the  latter  case  the  two  parent  companies  have 
agreed  that  in  the  chemical  field  their  manufac¬ 
turing  and  importing  activities  in  Canada  shall  be 
undertaken  exclusively  by  that  subsidiary. 

PATENT  LICENSING  AGREEMENT 

The  cartel  concept  by  general  usage  must  also 
be  understood  to  include  the  “patent  licensing 
agreement.”  This  is  a  very  common  type  of  inter¬ 
national  cartel,  especially  in  the  chemical  indus¬ 
tries.  Ownership  of  a  patent  itself  confers  certain 
monopolistic  rights,  at  least  over  the  area  governed 
by  the  state  granting  the  patent.  When  the  achieve¬ 
ments  of  research  are  patented  by  a  common  con¬ 
trol  in  every  country,  arrangements  may  be  made 
whereby  markets  for  the  results  of  scientific  re¬ 
search  can  be  shared  or  allocated  and,  in  certain 
cases,  the  prices  and  quantities  of  goods  sold  may 
be  determined. 

The  agreements  may  vary  widely  in  scope,  cover 
many  commodities,  whole  industries,  many  coun¬ 
tries,  or  they  may  be  limited  contracts  applying  to 
only  a  few  countries.  Or  the  licensing  agreements 
may  become  so  interrelated  that  their  ramifications 
are  far-reaching  and,  in  fact,  make  it  difficult  for 
any  single  company  to  follow  an  independent  pol¬ 
icy,  for  to  do  so  will  deprive  it  of  much  necessary 

ao.  See  Edwards,  “Cartel  Study,"  cited,  pp.  70  ff. 


information  and  many  market  areas.  Usually 
where  cartelization  results  from  patent  licensing 
agreements,  the  larger  firms  are  bound  by  sweeping 
alliances  covering  virtually  the  whole  field  in  which 
the  two  companies’  interests  overlap.  Thus  du  Pont 
and  Imperial  Chemical  Industries  have  agreed  to 
allocate  markets  on  substantially  all  of  their  chemi¬ 
cal  products.  Before  the  war  there  were  compre¬ 
hensive  patents  and  processes  agreements  between 
these  companies  and  I.G.  Farbenindustrie  and 
Standard  Oil  Company  of  New  Jersey.^* 

For  the  purposes  of  this  Report,  then,  the  three 
typies  of  business  units — the  cartel  association,  the 
combine,  and  the  patent  licensing  agreement— can 
be  understood  as  the  international  cartel  where 
their  operations  extend  beyond  the  borders  of  a 
single  country.^^  The  processes  of  cartelization  itself 
is  extended  to  cover  the  function  and  operation  of 
governmental  commodity  agreements,  although 
the  nature  and  degree  of  governmental  participa¬ 
tion  therein  may,  in  the  end,  suggest  that  such 
schemes  are  different  in  kind,  and  in  many  cases 
preferable  where  consumer  interests  can  be  safe¬ 
guarded  in  no  other  manner. 

It  will  be  appreciated,  then,  that  definitions  of 
the  cartel  may  be  either  economic  or  legal.  In  the 
United  States,  thus  far,  no  precise  legal  definition 
is  available,  yet  in  the  last  analysis  the  problem  of 
practical  definition  will  be  a  legal  one.  The  courts 
may  have  evolved  such  a  definition  once  the  pres¬ 
ent  series  of  anti-trust  suits  are  completed.^^*  Inter¬ 
nationally  the  problem  of  definition  will  be  re¬ 
solved  only  when  public  policy  has  been  enunciated 
and  coordinated  in  the  various  countries  by  legis¬ 
lation,  administrative  order  or  judicial  decision  as 
the  case  may  be,  and  after  properly  constituted  in¬ 
ternational  authority  with  appropriate  sanction  has 
dealt  with  the  cartel  in  the  process  of  supervision 
or  adjudication.  It  is  highly  significant  that  at  this 
date  the  cartel  has  no  legal  status  in  international 
law.^^ 

21.  Ibid.,  p.  6. 

22.  This  is  essentially  the  conception  adopted  by  the  Department 
of  Justice.  See  The  Index  (New  York),  Summer  1944,  PP- 
“There  is  no  official  Department  of  Justice’s  definition  of  a 
cartel  .  .  .  but  (Wendell  Bertel  views  it  in  terms  of  pyramid¬ 
ing  of  monopoly,  ‘in  terms  of  an  international  agreement- 
groups  having  substantial  monopoly  [lower  within  their  re 
spective  countries.  It  may  take  different  forms.  It  may  take  the 
form  of  restrictive  agreements  between  monopolies  operating  in 
different  countries.  It  may  take  the  form  of  actual  interna¬ 
tional  combines.  It  may  take  the  form  of  restricted  interna¬ 
tional  patent  licensing  agreements,  but  the  concept  as  we  use  K 
is  loosely  and  roughly  an  international  aggregation  of  monopo¬ 
lies,  although  I  qualify  that  by  saying  that  the  term  has  been 
used  in  other  senses,  has  been  used  synonymously  as  monopo¬ 
lies  in  the  domestic  field.’  ’’ 

22a.  Some  of  these  proceedings,  however,  are  suspended  for 
the  duration  of  the  war. 
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Obviously  much  confusion  has  resulted  from 
I'  the  lack  of  precise  definition,  and  there  is  no  at- 
tempt  here — by  adopting  an  inclusive  definition — 
to  avoid  the  very  practical  problem  facing  every 
™  firm  engaged  in  foreign  trade  in  association  with 
other  such  foreign  firms.  Description  of  the  cartel 
is  given  in  order  to  facilitate  functional  analysis 
and  less  by  way  of  pure  definition.  The  economic 
function  of  the  cartel  and  the  charges  brought 
'  against  it  on  economic  and  political  grounds  are 
™  examined  in  the  following  pages  in  order  to  sug¬ 
gest  the  complex  problems  that  are  involved  in 
ee  arriving  at  a  practical  and  feasible  policy, 
he 

an  MONOPOLY  IN  THE  WORLD  ECONOMY 

Historically  many  cartels  have  been  short-lived 
and  sporadic,  both  in  time  and  in  the  extent  to 
■  which  certain  industries  have  been  so  organized. 

It  is  not  easy  to  determine  what  lessons  can  be 

’  drawn  from  the  history  of  cartels,  since  at  best 

that  history  is  sketchy,  and  many  such  agreements 
have  been  secret.  \'et  questions  such  as  what  ncces- 
sitates  cartelization  or  why  monopoly  controls  have 
emerged  at  the  international  level  naturally  press 
for  an  answer.  The  reasons  usually  given  are  now 
of  quite  stereotyped.  They  can  be  reviewed,  but  it  is 

iic )  valuable  to  do  so  only  if  their  application  is  pro- 

>n  jected  into  the  future.  The  further  question  must 
of  then  be  asked — will  similar  conditions,  if  they  occur 
ts  in  the  post-war  era,  give  further  impetus  to  the 
S'  formation  of  cartels 

International  cartels  have  reached  their  highest 
development  in  two  quite  different  types  of  indus- 
:  try:  the  great  raw  material  industries  and  key  in- 
dustries  like  steel,  and  the  specialized  industries 
made  up  of  a  small  number  of  establishments 
interested  in  export  trade,  such  as  the  chemical 
**  and  electrical  industries.  In  both  cases  certain  cir¬ 
cumstances  have  been  present  which  have  given 
rise  to  the  necessity  for  cartelization. 

RISE  OF  CARTELS 

Cartels  have  usually  originated  where  the  num- 
her  of  producers  in  the  several  countries  is  small, 

,  or  where  the  several  national  industries  have  al¬ 
ii-  ready  undergone  combination.^'  The  great  trans- 
'  portation  and  communications  concerns,  notably 
K  shipping,  have  also  long  displayed  tendencies  to- 
ward  cartelization.  In  other  enterprises,  such  as 

I'  R3-  Hcxner,  “International  Cartels  in  the  Postwar  World,” 
R  cited,  p.  132. 

J  24-  One  question  which  may  be  deferred,  since  so  very  little 
^  information  is  available  on  it,  is  the  effect  of  the  trade  cycle  on 
tne  formation  of  cartels.  It  is  certain,  however,  that  cartels  have 
:  Jppeared  not  only  in  time  of  business  recession  when  prices  are 
*  j  depressed,  but  also  during  more  prosperous  periods. 


agriculture,  conditions  are  highly  unfavorable  to 
cartelization.  Collective  control  of  production  or 
prices  is  dilficult,  and  has  heretofore  proved  im¬ 
possible  where  there  were  a  great  variety  of  prod¬ 
ucts,  numerous  producers  and  unpredictable  factors 
regarding  quality  or  quantity In  the  future,  how¬ 
ever,  patents  and  processes  agreement  may  ade¬ 
quately  counteract  the  difficulties  inherent  in  de¬ 
vising  control  schemes  under  such  conditions.  In 
addition,  where  there  is  a  fundamental  tendency  to 
overproduction  in  the  industry  involved,  the  process 
of  cartelization  is  apt  to  become  more  active. 

The  acuteness  of  the  cartel  problem  following 
the  war  may  be  more  fully  appreciated  when 
future  effects  of  the  tendency  toward  overproduc¬ 
tion  are  considered.  The  post-war  situation  may 
well  resemble  that  following  World  War  I,  when 
expansion  and  improved  production  techniques 
brought  lowered  costs  in  many  raw  material  in¬ 
dustries,  and  world-wide  agricultural  surpluses 
caused  a  downward  trend  in  price  structures.  True, 
the  abnormally  high  prices  prevailing  during  the 
last  war  have  been  avoided  this  time  by  subsidies 
and  other  price  controls;  but  it  is  now  generally 
admitted  that  overproduction  will  again  confront 
producers  of  such  goods  as  copper,  aluminum, 
sugar,  rubber,  cotton,  wheat  and  even  rice. 

IMPORTANCE  OF  FIXED  CAPITAL 

The  most  common  reason  given  for  the  emer¬ 
gence  of  industrial  monopoly  in  the  modern  busi¬ 
ness  structure  is  the  rising  importance  of  fixed 
capital  investment  accompanied  by  heavy  constant 
costs  and  the  inability  rapidly  to  adjust  to  changing 
market  conditions.  It  is  unnecessary  to  subscribe 
fully  to  the  widely  accepted  theory  that  modern 
capitalism  exhibits  an  inevitable  trend  toward 
monopolism  to  recognize  that  increasing  risks  to 
capital  have  played  an  important  part  in  the  devel¬ 
opment  of  the  cartel.^’  The  growth  of  large-scale  in- 

25.  Edwards,  in  his  “Cartel  Study,”  cited,  pp.  i  ff,  has  phrased 
it  thus:  “Unless  domestic  business  enterprises  elTcctively  con¬ 
trol  the  market  in  each  country  which  lies  within  the  range 
of  an  international  cartel's  activities,  international  agreement 
becomes  impossible  because  of  the  certainty  of  local  competition 
sufficient  to  nullify  cartel  policies.”  Mr.  Edwards  points  out, 
however,  that  some  cartels  have  operated  on  a  regional  rather 
than  a  world-wide  scale.  This  was  the  case  in  Europe  where 
government  policies,  tariffs,  or  natural  trade  barriers  may  have 
provided  immunity  from  outside  competition,  although  the 
European  nitrogen  cartel  broke  down  under  pressure  of  Chilean 
export  policies,  only  to  be  re-formed  by  a  cartel  arrangement 
accepted  by  both  the  European  participants  and  the  Chilean 
representatives. 

26.  This  may  well  be  changed  in  the  future.  The  last  decade 
has  given  ample  proof  that  even  the  argicultural  industries  may 
be  subjected  to  controls. 

27.  This  particular  argument  has  been  briefly  summarized  as 
follows;  “Fixed  capital  in  large  enterprises  calls  for  an  un¬ 
changing  product  to  be  sold  at  a  stable  price.  This  is  due  not 
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dustrial  establishments  has  made  the  risks  of  price 
competition  exceedingly  costly  to  the  owners,  and 
the  loser  in  a  price  war  is  very  often  unable  to 
afford  to  close  down  because  of  heavy  investments. 

The  effort  made  by  the  cartels  to  stabilize  prices 
— in  order  to  avoid  cut-throat  competition  and  pro¬ 
vide  for  orderly  marketing — is  usually  considered 
the  most  favorable  influence  that  the  cartel  has 
exerted  on  the  general  economic  scene.^®  But  this 
most  telling  argument  in  favor  of  cartels,  arising 
out  of  the  very  conditions  which  cause  carteliza¬ 
tion,  is  hotly  contested,  not  less  because  it  is  so 
crucial.  Those  who  oppose  cartels  find  the  argu¬ 
ment  that  modern  industry  demands  price  stability 
because  of  heavy  capital  investments  singularly 
weak.  They  maintain  that  economic  stability  must 
be  sought  within  a  broader  social  framework; 
otherwise  stability  gained  in  one  industry  will  in¬ 
evitably  be  achieved  at  the  expense  of  another.^^ 

FUTURE  INDUSTRIAL  DEVELOPMENT 

It  is  true  that  little  factual  information  exists 
directly  relative  to  the  importance  which  the  neces¬ 
sity  for  stability  has  played  in  international  cartel¬ 
ization.  Yet  the  many  rigidities  in  the  modern  pro¬ 
duction  structure — state  wage  policies,  social  wel¬ 
fare  demands,  plant  specialization,  technical  skills 
— all  give  rise  to  this  need.  It  is  one  of  the  key 
problems  of  modern  economy  and  there  would 
seem  to  be  valid  ground,  therefore,  for  suggesting 

only  to  the  large  proportion  of  the  fixed  charges  but  also  to  the 
exigencies  of  large-scale  organization,  which  cannot  be  easily 
adapted  to  changing  conditions  and  which  thus  ‘fixes’  even  the 
variable  portion  of  the  cost  of  production.  The  markets  for  mass 
products,  however,  are  not  inherently  stable;  they  are  governed 
by  competition,  often  international  in  scope,  and  exhibit  con¬ 
tinual  fluctuations  in  the  quantities  of  goods  demanded  and  the 
prices  at  which  they  are  wanted.  Since  no  change  is  possible  in 
the  technique  of  production,  the  situation  can  be  corrected 
only  by  an  organization  designed  to  neutralize  or  even  to 
eliminate  these  fluctuations."  See  Kurt  Wiedenfeld,  “Combina¬ 
tions,"  Encyclopedia  of  Social  Sciences,  Vol.  Ill,  p.  671. 
aS.  It  is  claimed  that  cartels  have  lowered  prices  only  slightly 
in  periods  of  depression  and  kept  them  from  rising  t<H)  rapidly 
in  flush  times.  This  cannot  be  proved  conclusively,  however, 
and  it  is  only  fair  to  indicate  that  those  cartels  which  were 
partially  successful  appear  to  have  had  little  effect  on  the  dis¬ 
organization  of  the  world  economy  and  the  restriction  of  trade 
which  was  reflected  in  the  enormous  unemployment  in  all 
industrial  countries  during  the  thirties.  Critics  of  the  price 
stabilization  argument  also  insist  that  many  of  the  price  wars 
out  of  which  cartels  emerged  were  consciously  engineered,  al¬ 
though  it  was  subsequently  claimed  that  the  cartels  had  brought 
order  into  a  chaotic  price  structure.  For  illustrations  of  sharp 
price  fluctuations  and  the  extremes  to  which  cartel  prices  may 
rise,  see  Edwards,  “Economic  and  Political  Aspects  of  Interna¬ 
tional  Cartels,"  cited,  pp.  lo-ii. 

29.  Ibid.,  p.  10.  ".  .  .  to  keep  prices  stable  while  underlying 
conditions  change  is  merely  to  throw  the  burden  of  adjustment 
elsewhere,  and  .  .  .  price  fluctuation  is  preferable  to  idle 
machinery  and  idle  men."  Edwards  insists,  however,  that  “dis¬ 
cussion  couched  in  such  broad  and  theoretical  terms  is  neces¬ 
sarily  inconclusive." 


its  wider  implications — if  for  no  other  reason  than  1 
to  demonstrate  that  no  simple  solution  of  the  car-  { 
tel  issue  may  be  expected.  f 

Available  evidence  demonstrates  that  there  can¬ 
not  be  any  return  to  the  nineteenth  century  era 
of  free  competition  which — if  not  ruled  out  on 
grounds  of  fallacious  theoretical  reasoning — is  cer¬ 
tainly  precluded  in  an  era  of  large-scale  industry 
and  huge  capitalization.  The  kind  of  elastic  shift¬ 
ing  of  production  from  one  industry  to  another 
anticipated  by  the  early  economic  theorists  is  hardly 
feasible  without  more  state  planning  than  would 
be  politically  possible,  for  example,  in  the  United 
States.  The  major  readjustments  the  older  indus¬ 
trial  economies  would  have  to  undergo  as  indus¬ 
trialization  proceeds  in  the  undeveloped  areas  of 
the  world — China,  India,  South  America  or  Africa 
— are  a  case  in  point.^°  j 

The  future  nature  of  industry  itself  will  suggest  | 
that  cartelization  may  be  no  less  pronounced  after 
the  war  than  in  the  past.  It  is  especially  noteworthy 
that  the  chemical  industry — one  of  the  two  types 
of  industry  which,  as  described  above,  has  reached 
a  high  state  of  cartelization  today — is  representative 
of  the  newer  synthetic  enterprises  that  may  well  ; 
develop  and  expand  into  what  will  ultimately  be 
a  “second  industrial  revolution.”  These  very  indus-  ^ 

tries  also  find  their  basis  in  patent  processes — an-  j 

other  condition  conducive  to  cartelization.  The 
long-term  implications  of  these  new  developments, 
so  far  as  the  structure  of  industry  is  concerned,  ^ 
cannot  be  overlooked.  Heavily  capitalized,  such 
industries  will  involve  vast  plants  of  the  most  ^ 
complex  nature,  employment  of  highly  skilled 
workers,  great  laboratories  and  scientific  staffs— 
all  factors  which  constitute  rigidities  in  the  indus-  ^ 
trial  process  and  create  the  necessity  for  stability.*' 

CARTELS  AND  INTERNATIONAL  TRADE  S 

The  cartel  issue  thus  calls  into  question  the  very  ^ 

nature  of  the  modern  business  economy  and,  in  ^  ^ 
view  of  the  concentration  of  economic  power  in  |  ^ 
monopoly  organizations,  raises  the  most  far-reach-  I  ti 
ing  political  considerations.  In  the  above  analysis  |  i 
the  cartel  has  been  pictured  as  an  economic  mech-  I  J 
anism,  growing  out  of  a  complex  of  underlying  I  ti 
social  and  economic  forces.  But  the  cartel  is  itself 

30.  Sec  H.  P.  Wlfidden,  |r.,  “U.S.  Foreign  Trade  and  World  ii 

Economy,"  Foreign  Policy  Reports,  August  i,  1944;  and  Eugene  " 

Staley,  World  Economic  Development:  Effects  on  Advanced  <1 

Industrial  Countries  (Montreal,  International  Labor  Office,  tc 

1944). 

31.  See  speech  of  Attorney  General  Francis  Biddle,  “Cartels:  ^  ^ 

An  Approach  to  the  Problem,”  before  the  Harvard  Law  School  .  j. 
Alumni  Association,  Harvard  Club,  New  York,  February  23,  ^ 
1944,  where  he  touches  on  the  implications  of  the  newer  indus-  |  3' 
trial  developments.  See  also,  Garrett  Garrett,  “The  Age  of  I  ci 
Alchemy,"  Atlantic  Monthly  (Boston),  January  1943.  I  '■* 
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criticized  as  the  cause  of  certain  economic  and  poli¬ 
tical  developments:  chiefly  on  the  ground  that  it 
has  had  restrictive  effects  on  international  trade, 
and  that  the  political  repercussions  of  cartel  ar¬ 
rangements  have  raised  doubts  concerning  their 
social  usefulness. 

If  the  place  of  monopoly  in  the  world  economy 
is  to  be  clearly  understood,  it  is  essential  to  measure 
the  effects  of  cartels  on  the  volume  and  direction 
of  trade  between  nations.  One  of  the  chief  charges 
brought  against  the  cartel — and  the  most  usual  one 
—is,  first,  that  it  has  seriously  limited  that  trade 
and,  second,  that  it  has  privately  controlled  its 
direction.  It  is  this  feature  which  has  interested 
many  students  in  the  cartel — for  it  offers  two 
aspects:  it  is  a  restrictive  device  in  international 
trading  and,  at  the  same  time,  a  cooperative  mech¬ 
anism  through  which  nationals  of  various  coun¬ 
tries  may  jointly  agree  about  marketing  controls. 

Monopoly  prices,  it  is  generally  assumed,  arc 
higher  than  those  which  prevail  under  competitive 
conditions.  Critics  of  monopoly  in  the  international 
market  consequently  insist  that  the  volume  of 
goods  sold  will  thus  be  reduced.^^  Many  interest¬ 
ing  situations  have  been  pointed  out,  however, 
under  which  such  controls  might  conceivably  raise 
the  total  volume  of  trade.^^  The  point  need  not  be 
labored  here,  but  many  students  of  the  subject  who 
shy  away  from  theoretical  considerations  concern¬ 
ing  the  cartel,  nevertheless  insist  on  applying  to  the 
world  economy  many  of  the  conclusions  reached  re¬ 
garding  the  operations  of  monopoly  in  the  domestic 
economy.  Yet  it  is  still  a  moot  question  w'hether 
all  of  the  practices  known  to  take  place  in  a  highly 
complex  national  economy  can — by  analogy — be 
said  to  exist  at  the  international  level. 

It  must  be  granted,  however,  that  no  accurate 
statistical  information  is  available  on  either  the 
quantity  or  flow  of  trade  affected  by  the  cartel.^'* 
One  estimate,  admittedly  most  inconclusive,  sug- 

32.  See  Jacob  Marschak,  “The  Task  of  Economic  Stabiliza¬ 
tion,"  Social  Research  (New  York),  September  1941,  pp.  361-72. 

33-  See  Mason,  “The  Future  of  International  Cartels,”  cited, 
p.  608.  The  author  states:  “There  can  be  little  doubt  that  inter¬ 
national  cartels  on  the  whole  restrict  the  total  volume  of  world 
trade  and  divert  its  channels.  .  .  .  On  occasion,  it  is  true,  cartel 
restrictions  may  have  increased  the  total  volume  of  world  trade. 
High  cartel  prices  have  frequently  brought  productive  capacity 
into  the  market,  as  well  as  greater  volume  of  exports  than 
Would  have  otherwise  existed.  If  an  international  cartel  prevents 
the  installation  of  domestic  productive  capacity  by  threatening 
to  cut  prices  in  a  particular  country,  imports  into  that  country 
may  be  maintained  and,  along  with  them,  world  trade.  This 
result  has  been  .achieved  on  more  than  one  occasion  in  Latin 
American  countries.  Such  expansion  of  trade,  however,  is  not 
likely  to  be  adduced  as  a  merit  of  cartellization.” 

34-  See  Hexner,  “International  Cartels  in  the  Postwar  World,” 
cited,  especially  pp.  131  ff — a  plea  for  the  necessity  of  further 
cartel  studies. 


gests  that  before  the  war  the  various  cartels  con¬ 
trolled  approximately  one-third  of  the  volume  of 
world  trade.^^  This  estimate  concerns  only  cer¬ 
tain  animals  and  foodstuffs,  raw  materials,  semi¬ 
finished  goods  and  manufactured  products.  It  does 
not  include  such  services  as  shipping,  communica¬ 
tions,  etc. — always  an  important  item  in  the  total 
world  trade  picture.  Nor  can  any  such  estimates 
(on  the  basis  of  present  statistics)  account  for  those 
commodities  over  which  controls  are  transitory  or 
ill-defined.  It  is  possible  to  say  little  more  than  that 
a  substantial  part  of  the  world’s  trade  before  the 
war  was  controlled  by  cartels  and  commodity 
agreements.  It  is  probably  more  important  that  the 
cartel  had  greater  influence  over  the  direction  of 
that  trade  than  over  its  volume.  This  would  follow 
from  the  prevalence  of  the  division-of-territory  type 
of  cartel.  Under  the  broad  concept  of  the  cartel 
adopted  herein  it  is  obvious,  of  course,  that  many 
commodities  will  never  cross  state  borders  and 
hence  will  not  figure  in  international  trade  statistics 
as  they  are  presently  conceived. 

The  exact  relation  between  the  cartel  and  the 
tariff  is  also  unclear,  although  such  information 
would  seem  essential  in  any  final  judgment  of 
cartel  practices.  Sir  Alfred  Mond,  organizer  of  the 
British  Imperial  Chemical  Industries,  has  said:  “In 
negotiation,  the  man  behind  the  tariff  wall  always 
has  something  with  which  to  bargain,  which  the 
man  in  the  Free  Trade  country  has  not.  Anyone 
who  has  had  practical  experience  of  bargaining 
with  continental  producers  knows  that  the  first 
thing  they  say  is:  ‘You  cannot  export  to  our  coun¬ 
try,  because  we  have  a  tariff.  How  much  of  your 
market  are  you  going  to  give  us.^”’^^  Yet  despite 
this  very  positive  statement,  some  cartels  have 
arisen  independently  of  the  tariff  system.  Certainly 
international  cartels  based  on  a  division  of  terri¬ 
tory — the  mo.st  common  form — are  essentially  in¬ 
dependent  of  national  tariffs.  But  it  is  here  that  the 
most  serious  objection  in  this  respect  may  be  raised, 
for  such  independence  may  nullify  national  policy 
as  expressed  in  protective  tariffs,  at  least  to  the  ex- 

35.  This  estimate  is  drawn  from  the  International  Survey  of 
the  Statistiches  ]ahrbuch  fiir  das  Deutsche  Reich,  igjS,  quoted 
by  Hexner,  in  “International  Cartels  for  the  Postwar  World," 
cited,  p.  124,  who  indicated  that  it  gives  a  “very  incomplete 
picture  of  the  situation  and  is  admittedly  of  little  value;  to 
arrive  at  an  approximate  estimate  of  tlie  proportion  of  con¬ 
trolled  trade  would  require  a  much  more  thoroughgoing  in¬ 
vestigation.”  The  table  reproduced  by  Hexner  lists  “the  pro¬ 
portion  in  percentages  of  controlled  commodities  in  world  ex¬ 
ports  in  1937.  .  .  .  First,  living  animals  and  foodstuffs  (per¬ 
centage  share  in  the  value  of  world  trade  in  1937:  23),  second, 
raw  materials  and  semi-finished  goods  (percentage  share  in  the 
value  of  world  trade  in  1937:  39),  and  manufactured  products 
(percentage  share  in  the  value  of  world  trade  in  1937:  38).” 

36.  Oimtcd  in  Mason,  “The  Future  of  the  International  Car¬ 
tel,”  cited,  p.  613. 
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tent  of  making  them  largely  superfluous.  Where 
market  allocations  determine  sales,  tariff  reductions 
may  not  bring  the  expected  increase  in  imports,  al¬ 
though  this  conclusion  must  be  adequately  quali¬ 
fied  in  consideration  of  the  time  limits  of  most 
cartel  agreements  and  the  eventual  salutary  effects 
of  tariff  reductions.  On  the  other  hand,  the  pro¬ 
tective  tariff,  in  so  far  as  it  facilitates  dumping,  has 
on  occasion  brought  about  the  formation  of  a  cartel 
to  counteract  this  evil,  and  some  observers  consider 
this  the  chief  benefit  derived  from  cartels.^’ 

CARTELS  AND  INDUSTRIAL  PROGRESS 

Other  criticisms  on  economic  grounds  are 
brought  against  the  cartel,  the  most  popular  being 
that  such  industrial  combines  retard  industrial  re¬ 
search  or  stifle  possible  development  that  could  be 
undertaken  on  the  basis  of  proved  research  pro¬ 
jects.  Much  damaging  evidence  on  this  point  is 
available.  This  argument  is,  of  course,  the  same  as 
that  brought  against  domestic  concentration,  and 
it  is  generally  assumed  that  many  inventions  are 
held  off  the  market  so  that  readaptation  of  produc¬ 
tion  capacity  will  not  be  necessary.  The  relation  to 
the  argument  developed  above  regarding  stability 
in  modern  industry  is  evident.  It  is  often  claimed 
that  modern  industry  has  introduced  no  single  in¬ 
vention  except  when  forced  to  do  so  by  outside 
competition.^®  Much  evidence  also  exists  to  suggest 
that  attempts  have  been  made  to  block  the  devel¬ 
opment  of  competing  industries  in  importing  coun¬ 
tries.  This  is  true  in  the  case  of  South  America  and 
some  other  areas  that  are  either  semi-colonial  or 
wholly  undeveloped. 

Both  charges  are  serious,  although  it  is  necessary 
to  qualify  them  to  the  extent  that  they  do  not 
apply  to  all  cartels  in  equal  measure.  Under  the 
broad  definition  of  the  cartel,  it  is  generally  as¬ 
sumed  that  the  patent-licensing  agreements  are 
given  to  this  type  of  activity  more  readily  than  the 
looser  agreement  wholly  concerned  with  allocation 
of  markets  or  price  arrangements.  Various  cartels 
have,  however,  promoted  many  scientific  and  in¬ 
dustrial  developments;  others  are  wholly  uncon¬ 
cerned  with  technological  problems. 

37.  Approached  from  another  angle,  the  tariff  has  been  sug¬ 
gested  as  a  method  whereby  the  cartel  may  be  controlled.  Im¬ 
port  duties  on  raw  materials  may  be  reduced  when  cartel  prices 
arc  excessive,  or  increased  duties  may  be  employed  against 
foreign  monopolies  which  export  at  cut  prices.  Such  "dumping 
duties"  have  been  applied  in  the  United  States  and  Canada.  It  is 
more  difficult,  however,  to  combat  international  cartels  which 
raise  prices  in  every  country.  See  Robert  Liefmann,  "Cartels," 
Encyclopedia  of  Social  Sciences,  Vol.  Ill,  p.  242. 

38.  For  argument  against  introduction  of  new  products  at  too 
rapid  a  rate,  see  de  Haas,  "Economic  Peace  Through  Private 
Agreements,”  cited. 


While  it  is  difficult  to  evaluate  the  economic  ef¬ 
fects  of  cartels  in  view  of  the  lack  of  statistical  in¬ 
formation,  it  is  necessary  to  examine  further  the 
basis  of  the  attack  aroused  in  the  United  States  by 
their  political  role.  The  very  far-reaching  ramifica¬ 
tions  of  the  cartel  issue  are  disclosed  when  the  two 
sets  of  charges  are  brought  into  a  single  focus.  In 
essence,  cartels  are  criticized  on  political  grounds 
as  “private  international  governments,”  and  it  is 
claimed  that  no  state  is  free  to  carry  on  an  inde¬ 
pendent  foreign  policy  where  that  policy  may  be 
nullified  by  private  agreements.^^  The  older  “muni¬ 
tions  investigations”  undertaken  both  in  the  United 
States  and  in  England  are  replete  with  testimony  | 
which  has  been  construed  to  this  effect."*®  The  most 
recent  example  of  such  an  agreement,  with  out¬ 
right  political  overtones,  was  the  “Diisseldorf 
Agreement”  between  the  delegates  of  the  Federa-  | 
tion  of  British  Industries  and  the  Reichsgruppe  | 
Industrie,  signed  in  March  1939,  shortly  after  the 
Munich  accord  of  the  previous  year. 

The  two  trade  associations  were  in  agreement 
that  individual  industries  in  both  countries — Ger¬ 
many  and  England — should  endeavor  to  arrive  at 
industrial  agreements  limiting  competition,  and 
that  where  such  agreement  would  be  nullified  by 
the  refusal  of  the  industry  in  a  third  country  to 
adhere  thereto,  each  association  was  to  obtain  the 
help  of  its  government.  Obviously,  as  between 
the  completely  state-dominated  industrial  German 
economy  and  the  more  loosely  organized  English 
business  structure,  there  could  have  been  little 
doubt  as  to  what  policies  the  respective  govern¬ 
ments  would  have  been  called  upon  to  influence  or 
implement  had  the  war  not  prevented  its  applica¬ 
tion."”  ' 

The  political  repercussions  of  trade  promotion  ^ 
and  general  foreign  economic  penetration  became  1  | 

apparent  in  the  period  following  the  great  depres-  ^ 
sion,  when  various  nations  made  desperate  efforts  i 
to  revive  their  internal  economies  at  all  costs.  Not  ^ 

only  are  political  and  economic  motives  merged  ^ 

where  state-owned  industries  enter  essentially  pri-  , 

vate  international  agreements,"*^  but  the  very  ques-  i 
tion  of  national  security  is  raised  in  view  of  prac-  , 

39.  See  "Cartels,"  Special  Section,  The  New  Republic,  March  t 

27,  1944. 

40.  See  W.  T.  Stone,  "The  Munitions  Industry — An  Analysis 

of  the  Senate  Investigations,”  Foreign  Policy  Reports,  January  < 

21.  1935,  revised.  ^ 

41.  See  Edwards,  "Cartel  Study,”  cited,  p.  53.  ^ 

42.  Government  producing  or  export  firms  dealing  in  alum-  ^ 

inum,  nitrogen,  potash,  etc.,  conducted  their  activities  in  much  [  j 
the  same  way  as  private  firms  when  they  were  parties  to  what  I  ^ 
were  otherwise  private  international  cartel  agreements.  I  , 
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ticcs  now  known  to  have  prevailed  previous  to  the 
war.  When  in  1935  England  and  France  attempted 
to  obtain  military  optical  goods  from  the  United 
States,  for  example,  it  was  found  that  the  sales 
were  prohibited  by  a  cartel  agreement  whereby 
those  territories  were  to  be  supplied  by  German 
interests,  if  at  all.  As  late  as  1941,  certain  American 
munitions  manufacturers  could  not  supply  explo¬ 
sives  to  Britain.  By  agreement  not  to  compete, 
American  cartelists  had  also  made  possible  the 
creation  of  a  German  sphere  of  influence  in  Latin 
America.  When  South  American  countries  sought 
to  purchase  drugs,  metals,  precision  equipment  and 
munitions  from  the  United  States,  private  cartel 
treaties  had  already  specified  that  American  con¬ 
cerns  could  not  engage  in  this  trade.'** 

Where  the  distinction  between  government  and 
business  has  been  progressively  narrowed  and,  in 
fact  obliterated,  as  is  the  case  under  dictatorship, 
the  cartel  will  be  used  to  pursue  political  aims  be¬ 
yond  the  borders  of  the  state,  just  as  will  domestic 
enterprise  within  the  state.  If  the  cartel  is  dom¬ 
inated  by  the  state-controlled  enterprise  of  a  single 
country,  then  it  becomes  an  obvious  instrument 
through  which  that  state  may  carry  out  national 
policies  in  international  affairs.  Germany,  governed 
by  the  Nazi  party,  is  the  classic  example  of  this 
situation. 

GERMAN  CARTELS 

Germany  is  generally  credited  with  being  the 
home  of  the  cartel  and  its  most  ardent  advocate. 
It  is  true  that  the  cartel  type  of  business  combina¬ 
tion  became  common  in  the  Reich  at  the  turn  of 
the  century  when  many  forms  of  monopolistic 
units  emerged  in  the  German  economy,  but  the 
cartel  was  given  legal  status,  and  a  meager  attempt 
to  regulate  it  was  made  only  after  the  Cartel  De¬ 
cree  of  1923.  In  German  legal  theory  the  cartelist 
had  the  entrepreneur’s  right  to  exercise  his  free¬ 
dom  of  contract.  After  the  Nazi  party  came  to 
power  in  Germany,  the  cartel  organization  was 
encouraged  as  a  method  by  which  complete  control 
of  the  national  economy  might  be  achieved.  Car¬ 
tels  became  compulsory  in  many  sections  of  indus¬ 
try  after  the  two  laws  of  July  15,  1933  by  which 
the  form  of  cartels  was  significantly  changed  and 
their  powers  were  greatly  enhanced.'*'* 

Anxious  to  use  the  integrated  machinery  of  the 

43-  Sec  The  Index,  p.  31. 

44-  See  Otto  Nathan,  The  Nazi  Economic  System  (Durham, 
Duke  University  Press,  1944),  Chapter  III,  pp.  59-83;  and 
Rudolph  Callmann,  “History  of  the  Extent  and  Control  of 
Concentration  of  Economic  Power  in  Germany,”  TSJEC  Hear¬ 
ings,  Regulation  of  Economic  Activities  in  Foreign  Countries, 
Monograph  No.  40  (Washington,  Government  Printing  Office, 
‘941).  pp.  35-63. 

[ 


cartel  for  the  purpose  of  creating  a  war  economy, 
the  German  state  assigned  new  functions  to  such 
organizations  and  quickly  transformed  them  into 
an  arm  of  its  economic  policy.  It  may  be  noted 
that  in  the  case  of  the  I.G.  Farbenindustrie  there 
was  some  reluctance  on  the  part  of  the  former 
directors  to  adhere  to  the  requirements  imposed 
by  the  Hitler  regime,  and  they  are  known  to 
have  appealed  to  their  foreign  partners  in  an  at¬ 
tempt  to  halt  the  process.  Records  indicate  that 
they  resisted,  for  a  time  at  least,  the  increased  de¬ 
velopment  of  some  synthetic  industries  within  Ger¬ 
many — developments  which  appeared  uneconomic 
to  the  original  management. 

But  once  the  Reich  Ministry  of  Economics  had 
consolidated  state  control  over  the  domestic  econ¬ 
omy,  Germany  undertook  direction  of  European 
industry.  Extensive  relations  with  business  firms 
abroad  were  developed,  particularly  in  neutral 
countries  and  in  South  America  where  subsidiaries 
or,  firms  that  were  otherwise  allied  with  German 
enterprises  were  utilized  for  the  purpose  of  propa¬ 
ganda  and  espionage,  as  well  as  the  more  ordinary 
pursuit  of  economic  gain.  Once  actual  military 
operations  were  started  in  Europe,  this  control  was 
extended  to  ownership  of  industries  throughout  the 
continent,  and  plans  were  laid  for  a  new  organiza¬ 
tion  of  continental  economy."** 

Britain’s  attitude  toward  cartels 

Whereas  before  the  war  German  participation 
in  cartels  was  almost  wholly  dominated  by  political 
motives,  the  English  attitude  toward  the  cartel 
was  and  remains  more  complex.  The  practices  of 
state-supported  organizations  like  the  Imperial  Air¬ 
ways,  Ltd.,  suggest  that  the  British  government  is 
willing  to  intervene  in  foreign  economic  business 
relations.  Since  the  last  war,  and  particularly  since 
the  great  depression,  monopoly  organization  with¬ 
in  Britain’s  internal  economy  has  grown.  In  fact, 
the  British  government  has  on  occasion  given 
financial  assistance  to  industrial  combines  and  has 
passed  enabling  legislation,  such  as  the  Cotton 
Spinning  Industry  Act,  making  combination  pos¬ 
sible  in  the  textile  industry.  It  has  also  aided  steel, 
electrical  and  shipbuilding  industries  in  the  task 
of  combination."*^ 

It  is  natural,  of  course,  that  the  attitude  of  any 

45.  See  E.  S.  Hediger,  “Nazi  Economic  Imperialism,”  Foreign 
Policy  Reports,  August  15,  1942;  and  Louis  Domeratsky,  “Ger¬ 
man  Cartels,”  Foreign  Commerce  Weekly  (Washington,  D.C.), 
June  1943,  pp.  7  ff. 

46.  See  Domeratsky,  Recent  Trends  in  British  Industrial  Re¬ 
organization,  TNEC  Hearings,  Monograph  No.  40,  cited, 
pp.  3*31 !  3^50,  “Britain’s  Textile  Industry  Asks  Government 
Aid  and  Control  After  the  War,”  Wall  Street  Journal  (New 
York),  July  25,  1944,  p.  i. 
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nation  toward  monopoly  should  depend  on  the 
judgment  of  its  government  regarding  the  specific 
economic  effects  of  combination  and  on  the  exist¬ 
ing  legal  theory  regarding  competition.  In  Great 
Britain,  whatever  the  original  legal  attitude  toward 
price-fixing,  only  unreasonable  price-fixing  is  now 
illegal — no  illegality  attaching  to  price-fixing  per  se. 
It  is  significant  also  that  the  patent  laws  of  the 
United  Kingdom  differ  from  those  of  the  United 
States.  Under  the  Patent  and  Designs  Act  of  1907, 
the  English  law  provides  for  the  loss  of  patent 
rights  for  non-use.'*^ 

In  view  of  this  background  it  is  not  surprising 
that  the  British  approach  to  international  cartels 
appears  more  lenient  than  that  in  the  United  States. 
It  is  difficult  to  make  a  parallel  analysis  of  British 
and  American  attitudes  toward  cartels  because  of 
this  difference  in  the  basic  laws  and  traditions  af¬ 
fecting  monopolies.  It  may  well  be  that  in  the 
United  States  many  businessmen  who  are  credited 
with  anti-monopoly  statements  would,  in  view  of 
our  laws  and  traditions,  find  it  embarrassing  to 
speak  otherwise.  But  many  British  industrialists 
have  declared  themselves  in  favor  of  such  interna¬ 
tional  agreements.  A  recent  report  of  the  Federa¬ 
tion  of  British  Industries  illustrates  the  trend  of 
British  business  opinion  on  international  trade  poli¬ 
cies.  It  states  that  “market  forces  cannot  be  relied  on 
to  establish  equilibrium  in  international  trade  auto¬ 
matically.  .  .  .  The  choice  is  a  return  to  the  jungle 
law  of  unregulated  competition  or  to  adopt  .  .  . 
planning  designed  to  raise  world  prosperity  by 
orderly  methods.”  The  Committee  of  the  Federa¬ 
tion  of  British  Industries  favors  a  series  of  interna¬ 
tional  agreements  covering  the  basic  materials  en¬ 
tering  into  international  trade — both  raw  materials 
and  manufactured  goods.**® 

Nor  do  socialist  elements  in  Britain  fear  the  co¬ 
ordination  of  industry  which  they  see  brought 
about  by  combination  and  cartelization.**^  Although 
concerned  with  the  restrictive  practices  of  monopo¬ 
lies  or  cartels,  spokesmen  of  this  school  of  thought 
in  England  accept  the  fact  that  “examples  of 

47.  Comparison  with  the  legal  theory  regarding  monopoly  in 
France  and  Canada  is  also  interesting.  An  approach  similar  to 
that  found  in  England  has  prevailed  in  France  since  the  middle 
of  the  nineteenth  century,  when  the  negative  attitude  toward 
economic  concentration  was  relaxed.  In  Canada,  however,  the 
situation  is  closer  to  that  of  the  United  States.  For  France,  see 
Agnes  Roman,  et  al.  Regulatory  Experiences  in  France,  TNEC 
Hearings,  Monograph  No.  40,  cited,  pp.  87-100.  For  Canada, 
sec  Winnipeg  Free  Press,  editorials,  July  8,  and  August  27, 
1944;  also  "Patents  and  Combines,”  June  21-22,  1944. 

48.  See  International  Trade  Policy  (Federation  of  British  In¬ 
dustries,  reprinted  without  endorsement  by  National  Foreign 
Trade  Council,  New  York),  February  1944,  pp.  7,  15. 

49.  See  Herbert  Morrison,  Government  and  Industry  (Lon¬ 
don,  Fabian  Research  Group,  June  1944),  pp.  11-13. 


anything  approaching  the  perfect  competition  of 
Nineteenth  Century  theory  are  now  exceptions,  if 
not  rare  exceptions,  in  British  industry.  The  iron 
and  steel,  shipbuilding,  electrical  equipment,  most 
of  the  engineering,  and  a  vast  number  of  minor 
industries  are  cartelized.  Chemicals,  building  ma¬ 
terials,  food  processing,  rayon  and  aluminum,  are 
more  or  less  monopolised.  Cotton,  coal  and  agri¬ 
culture  have  had  to  be  brought  under  Government- 
sponsored,  semi-monopoly  schemes  to  avoid  excess 
of  technical  waste  and  inefficiency,  low  wages  and 
unemployment.”’® 

While  all  groups  in  Britain  would  not  agree  on 
the  next  logical  step  suggested  by  these  facts,  the 
facts  themselves  are  generally  accepted,  and  there 
is  no  such  universal  agreement  as  in  the  United 
States  that  cartels  operate  against  the  public  in¬ 
terest.  It  is  recognized,  however,  that  such  com¬ 
binations  may  have  the  power  to  do  so;  and  this 
was  expressed  in  the  words  of  the  recent  White 
Paper  on  Employment  Policy.  “There  has  been  in 
recent  years  a  growing  tendency  towards  com¬ 
bines,  towards  agreements  both  national  and  inter¬ 
national,  by  which  manufacturers  have  sought  to 
control  prices  and  output,  and  to  divide  markets 
and  fix  conditions  of  sale.  Such  agreements  or 
combines  do  not  necessarily  operate  against  the 
public  interest,  but  the  power  to  do  so  is  there. 
The  Government  will  therefore  seek  the  power  to 
inform  themselves  of  the  extent  and  effect  of  re¬ 
strictive  agreements  and  of  the  activities  of  com¬ 
bines;  and  to  take  appropriate  action  to  check 
practices  which  may  bring  advantages  to  sectional 
producing  interests  but  work  to  the  detriment  of 
the  country  as  a  whole.”’* 

This  particular  declaration  has  been  severely 
criticized  by  the  London  Economist  as  wholly  in¬ 
adequate  and  indefinite;  but  its  very  indefiniteness 
indicates  that  no  outright  opposition  either  to  do¬ 
mestic  or  international  cartels  is  assured  in  Brit¬ 
ain.’^  Many  Britishers  are  more  convinced  than 

50.  Ibid.,  p.  II.  Morrison  continues;  “The  first  moral  of  all 
this — which  is  strangely  often  forgotten — is  that  the  oldest  and 
strongest  defence  of  private  capitalism  and  enterprise  has  gone. 
Free  competition,  the  intelligent  anti-socialist  used  to  argue,  is 
the  only  way  of  bringing  prices  down  to  the  level  of  costs  and 
seeing  that  production  is  not  unnecessarily  restricted  and  the 
public  overcharged.  There  was  great  force  in  this  argument — 
but  it  is  now  dead,  killed  by  events.  When  Lord  McGowan  de¬ 
fends  the  cartel,  with  often  cogent  arguments  drawn  from  the 
benefits  of  large-scale  organization,  research,  etc.,  he  is  publicly 
and  rightly  consigning  to  the  scrap  heap  the  one  powerful  argu¬ 
ment  against  socialism  that  ever  existed." 

51.  See  The  Times  (London),  May  27,  1944,  p.  8,  paragraph 
54  of  White  Paper,  reprint. 

52.  See  "International  Industrial  Agreements,”  Chapter  IV, 
International  Trade  (London,  Political  and  Economic  Planning, 
1937).  A  criticism  of  the  White  Paper  provision  is  given  in 
“Policy  for  Monopoly,”  The  Economist,  June  24,  1944,  pp- 
834-36.  See  also  speech,  by  Attorney  General  Francis  Biddle, 
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most  students  of  the  problem  in  the  United  States 
that  cartels  are  not  a  negation  of  the  competitive 
economy,  but  rise  inevitably  out  of  it.  British  opin¬ 
ion  considers  it  impossible*  to  abolish  the  cartel,  al¬ 
though  regulation  of  its  practices  by  an  inter¬ 
national  body  would  appear  feasible.” 

At  the  same  time  Britain’s  utter  dependence  on 
foreign  trade  should  be  borne  in  mind.  Many  in 
England  have  suggested  that  at  least  in  the  im¬ 
mediate  post-war  years  it  may  be  necessary  for  the 
country  to  deviate  from  the  broader,  multilateral 
trading  system  now  vigorously  advocated  by  several 
American  spokesmen  and  embodied  in  Article  VII 
of  the  Master  Lend-Lease  Agreements.  This  possi¬ 
bility  has  been  adequately  dealt  with  elsewhere — 
based  as  it  is  on  the  necessities  of  the  British  post¬ 
war  balance  of  payments  position.”  It  is  only  per¬ 
tinent  to  point  out  here  that  the  adoption  of  a  pol¬ 
icy  of  controlled  bilateral  trade  for  even  a  short 
period  or  the  continuance  of  other  restrictive  trade 
practices  after  the  war  may  well  provide  an  en¬ 
vironment  that  would  further  stimulate  the  forma- 
tion  of  cartels.'^ 

CONCLUSION 

Monopoly  Abroad.  Even  so  brief  a  review  of  the 
British  attitude  toward  cartels  illustrates  the  fact 
that  our  anti-monopoly  attitude  is  not  shared  by 
other  great  industrial  nations.  It  must  be  frankly 
recognized  that  the  concentration  of  economic  pro¬ 
ductive  power  has  progressed  at  a  rapid  rate  in 
recent  years  both  in  England  and  on  the  European 
continent.  The  necessity  of  coping  with  the  eco¬ 
nomic  disorganization  produced  by  the  war  may 
only  serve  to  accelerate  this  trend. 

It  has  been  suggested,  however,  that  if  the  United 
States  is  unable  to  persuade  other  nations  to  limit 

"Cartels:  An  Approach  to  the  Problem,”  cited,  where  in  refer¬ 
ence  to  the  British  attitude  he  says:  “To  some  extent,  it  is  prob¬ 
ably  unfortunate  that  the  history  of  cartel  activities  in  Great 
Britain  has  not  been  as  well  documented  or  analyzed  as  has 
been  the  case  here  because  of  the  enforcement  of  the  Sherman 
Act  and  the  operation  of  able  Congressional  committees.  Possibly 
we  may  be  forgiven  for  believing  that  the  British  have  not 
fully  seen  what  the  cartels  have  done  to  them.” 

53-  See  “The  Future  of  the  Cartel,”  The  Times,  October  16, 
•943,  p.  S;  and  International  Trade  Policy,  cited,  p.  15.  The 
Federation  of  British  Industries  proposes  an  International  Eco¬ 
nomic  Council  which  would  be  entrusted  with  the  task  of 
coordinating  and  insuring  that  cartel  agreements  operate  in  the 
common  interest. 

54.  See  H.  P.  Whidden,  Jr.,  “Britain’s  Postwar  Trade  and 
World  Economy,”  Foreign  Policy  Reports,  December  15,  1943. 
55-  See  British  National  Committee  of  the  International  Cham- 
Iwr  of  Commerce,  World  Trade,  February  1944,  paragraph  51, 
P-  16.  Even  in  this  otherwise  liberal  statement  on  post-war 
•fade  the  useful  part  which  international  industrial  cartels  can 
play  is  pointed  out.  However,  the  necessity  for  reporting  all 
such  arrangements  to  an  International  Economic  Tribunal  is 
I  *'so  suggested. 


cartel  activities,  at  least  a  Western  Hemisphere 
bloc  might  be  created  which  would  accept  the 
American  view.  Canadian  opinion  may  be  prepared 
to  favor  such  a  course.  Various  South  American 
countries  also  have  laws  against  monopoly  not 
unlike  those  of  the  United  States,  although  most  of 
them  are  of  very  recent  date.  Yet  expropriation, 
utilized  to  break  the  hold  of  foreigners  on  economic 
activities,  has  often  resulted  in  state  monopolies  in 
Latin  America.’*^ 

Coupled  with  the  growing  concentration  of  eco¬ 
nomic  power  is  the  increasing  importance  of  state 
participation  in  all  forms  of  economic  activity.  In 
the  U.S.S.R.  the  state  is,  of  course,  the  sole  di¬ 
rector  of  economic  affairs.  Although  the  impact 
of  the  complete  regulation  of  foreign  trade  as 
practiced  by  the  Soviet  Union  has  not  been  fully 
analyzed  to  date,  its  operation  as  a  monopoly  de¬ 
vice  raises  issues  similar  to  those  of  the  cartel.’^ 

There  has  been  little  intimation  from  Russian 
sources  of  what  the  Soviet  attitude  toward  the 
cartel  itself  will  be,  although  that  attitude  will  be¬ 
come  increasingly  important  as  the  U.S.S.R.  takes 
further  part  in  world  trade.  After  the  middle  thir¬ 
ties  the  Russian  government  entered  a  few  inter¬ 
national  cartel  arrangements.  Some  hint  of  the 
future  Russian  approach  was  given  in  a  recent 
article  in  the  magazine  “War  and  the  Working 
Class.”  The  statement  indicated  that  in  the  midst 
of  a  world  war,  “international  American  and  Brit¬ 
ish  cartel  interests”  are  planning  to  preserve  their 
ties  with  “German  monopolists,”  and  that  “they 
are  already  searching  for  ways  and  means  of  creat¬ 
ing  a  high  price  conjuncture  after  the  war  under 
the  guise  of  ‘reconstruction’  of  Europe’s  economy 
by  efforts  of  the  old  international  cartels.  They 
want  German  monopolies  to  participate  in  this.”’* 

Unilateral  U.S.  Policy.  World  War  II  has  only 
heightened  the  trend  toward  economic  concentra¬ 
tion  and  has  increased  state  conduct  of  much  for¬ 
eign  trading  through  centralized  export-import 
agencies.  This  is  no  less  true  in  Britain  and  the 
United  States  than  in  the  U.S.S.R.  In  view  of  this 
situation,  and  due  to  the  fact  that  this  Report  has 
stressed  the  position  which  the  cartel  holds  as  a 
monopoly  unit  in  the  world  economy,  it  becomes 

56.  For  material  on  Mexico,  Chile,  Argentina,  and  Brazil,  see 
Regulation  of  Economic  Activities,  TNEC  Hearings,  Monograph 
No.  40,  cited. 

57.  For  summary  reference  to  this  problem,  sec  Jacob  Viner, 
Trade  Relations  Between  Free-Marl(et  and  Controlled  Economies 
(Geneva,  League  of  Nations  Publication,  II  Economic  and 
Financial,  1943).  Sec  also  statement  by  J.  B.  Condliffe,  The 
International  Economic  Outlook^  (The  Committee  on  Interna¬ 
tional  Economic  Policy,  in  cooperation  with  the  Carnegie  En¬ 
dowment  for  International  Peace,  1944),  pp.  22-23. 

58.  See  report  in  New  York.  Herald  Tribune,  April  5,  1944. 
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necessary  to  inquire  into  the  feasibility  of  a  uni¬ 
lateral  approach  to  this  problem  by  the  United 
States.  Some  have  suggested  that  a  negative  Ameri¬ 
can  policy  toward  cartels  is  unconsciously  based  on 
the  size  and  productive  capacity  of  our  economy — 
that  we  are,  in  fact,  able  to  afford  a  unilateral 
program.  This  attitude  has  been  compared  to  the 
British  policy  toward  tariffs  during  the  free  trade 
era  of  the  nineteenth  century  when,  due  to  its  po¬ 
sition  of  relative  strength,  England  could  insist  on 
free  trade  regardless  of  the  needs  or  desires  of  other 
countries. 

But  reducing  the  problem  to  its  essentials,  and 
considering  twentieth  century  strategic  materials 
only,  a  unilateral  United  States  policy  is  at  least  open 
to  question.’^  In  the  case  of  commodities  of  which 
we  are  among  the  world’s  chief  producers,  a  uni¬ 
lateral  policy  on  our  part  may  well  determine  their 
control.  Yet  this  country,  traditionally  an  exporter 
of  primary  products,  has  reached  the  stage  of  eco¬ 
nomic  development  where  our  price  structures  are 
often  too  high  for  international  competition,  and  a 
demand  thus  arises  for  subsidies  or  quota  schemes. 
Hence  even  in  export  commodities  such  as  cotton 
and  wheat  a  lone-hand  policy  is  of  doubtful  valid¬ 
ity.  The  situation  is  even  less  certain  in  the  case  of 
quinine,  tin,  nickel,  natural  rubber  or  manganese 
— commodities  in  which  we  are  almost  wholly 
lacking.  Only  the  further  development  of  the  syn¬ 
thetic  production  of  such  materials  would  free  the 
United  States  consumer  of  dependence  on  foreign 
monopolies. 

Where  foreign  trading  is  carried  on  by  individ¬ 
ual  American  business  firms,  however,  the  practical 
problem  arises  whether,  in  the  post-war  years,  their 
position  will  be  seriously  weakened  if  it  becomes 
necessary  for  them  to  compete  with  foreign  mo¬ 
nopolies  operating  either  through  international 
industrial  cartels  or  with  state  trading  agencies.  If, 
on  thorough  examination,  such  were  found  to  be 
the  case,  then  other  techniques  would  be  called 
for.  It  may  become  desirable  either  to  empower 
the  Department  of  State  or  a  Board  of  Foreign 
Trade  to  centralize  activities  affecting  foreign 
trade.  This  agency  would  take  into  account  con¬ 
ditions  of  foreign  laws  and  business  and  the  ob¬ 
jectives  of  our  foreign  economic  policy  and,  in  the 
light  thereof,  determine  whether  particular  agree¬ 
ments  by  Americans  with  foreign  nationals  con¬ 
stitute  an  unreasonable  restraint  of  trade.’^* 

59.  See  Walton  Hamilton,  ‘“The  Control  of  Strategic  Ma¬ 
terials,”  The  American  Economic  Review,  June  1944,  pp. 
261  ff;  and  C.  K.  Leith,  J.  W.  Furness  and  Cleona  Lewis, 
World  Minerals  and  World  Peace  (Washington,  Brookings  In¬ 
stitution,  1943). 

59a.  For  more  detailed  suggestion  along  these  lines,  see  Na¬ 
tional  Foreign  Trade  Council,  Memorandum  on  Regulatory 
Measures  Affecting  American  Foreign  Trade  (New  York),  Sep¬ 
tember  1944. 


Commodity  Agreements.  Above  and  beyond 
this,  the  number  of  intergovernmental  commod-  i 

ity  agreements  will  doubtless  be  increased.  The  re-  , 

cent  British-American  petroleum  accord,  to  which  | 

other  countries  will  be  asked  to  adhere  in  due  j 

course,  and  the  projected  conversations  concerning  | 

rubber  indicate  that  some  of  the  basic  strategic  , 

commodities  will  be  so  handled.*"®  The  Wheat 
Agreement  of  1942  is  further  evidence  of  this  same  ; 

trend.  Plans  for  an  International  Cotton  Council  | 

have  also  been  suggested.  In  dealing  with  indi-  . 

vidual  commodities  in  this  manner,  no  completely  , 

negative  policy  toward  cartelization  per  se  need  , 

be  invoked.  Although  the  exact  nature  of  these  j 

various  plans  cannot  be  examined  here,  it  is  note-  , 

worthy  that  they  avoid  a  unilateral  United  States  , 

approach  and,  above  all,  indicate  a  readiness  to  j 

deal  with  specific  commodities,  one  by  one,  on  j 

their  own  merits.  j 

This  would  appear  to  be  sound  procedure,  for  - 
the  several  commodities  or  industries  will  demand  j 
varied  treatment.  Some  countries  will  find  that  j 
their  interests  differ  on  certain  commodities.  The  ( 
single-commodity  approach  would  eliminate  the  j 
possibility  of  negotiations  of  an  all-embracing  na¬ 
ture  breaking  down  over  inability  to  arrive  at  a  s 

satisfactory  solution  with  reference  to  a  single  com-  '  \ 
modity  or  industry.  In  addition,  this  approach  has  ( 

two  other  important  implications.  First,  specific  at-  c 

tention  to  given  industries  will  afford  ample  con-  j 

sideration  of  the  testimony  and  experience  of  pri-  $ 

vate  business  interests  concerned  and,  in  those  \ 

cases  where  governmental  controls  are  not  abso-  t 

lutely  necessary,  they  may  be  deferred.^*  Here 
it  is  that  the  above  suggestion  with  reference 
to  the  necessity  of  reconciling  our  laws  with  those 
of  foreign  nations  gains  importance,  since  in 
some  cases  we  may  find  it  perfectly  feasible  to 
allow  certain  industries  to  combine  at  the  interna¬ 
tional  level  with  no  need,  other  than  registration  of  ; 

60.  See  text  of  Anglo-American  oil  accord.  New  York_  Times, 

August  9,  1944;  and  Blair  Bolles,  “Oil:  An  Economic  Key  to 
Peace,”  Foreign  Policy  Reports,  July  i,  1944. 

61.  For  example,  even  in  the  field  of  international  transporta¬ 
tion  and  communications,  broadly  conceived  as  a  field  especially 
given  to  cartelization,  the  inherent  differences  of  various  trans¬ 
port  and  communication  facilities  may  reveal  the  necessity  for 
controls  designed  to  check  abusive  cartel  practices  in  one  branch 
and  not  in  another.  Thus  the  shipping  industry — an  industry 
where  piecemeal  service  is  rendered,  but  where  a  vast  plant  •j 
of  the  most  costly  nature  is  involved — is  usually  specified  as  one 
which  is  heavily  cartelized.  Will  the  same  situation  prevail  in 

air  transport?  The  answer  may  be  in  the  negative,  especially  if 
port  facilities  and  aids  to  navigation  are  provided  at  public  ex¬ 
pense.  This  is  not  to  deny  that  international  agreement  is 
necessary  with  respect  to  post-war  aviation  on  other  grounds, 
but  the  concern  here  is  whether  the  tendency  of  such  agencies  1 
to  adopt  monopoly  practices  would  be  true  in  all  branches  of  [. 
transportation.  Perhaps  the  same  considerations  would  be  perti-  jj 
nent  in  the  field  of  communications,  if  the  costly  terminal  ^ 
facilities  for  sending  and  receiving  information  were  supplied  ^ 
at  public  expense. 
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such  agreements,  for  government  participation. 
Second,  whatever  conditions  are  imposed  on  the 
defeated  German  industrial  plant  and  organiza¬ 
tion,  it  may  prove  wise  to  be  able  to  vary  the  pro¬ 
gram  from  industry  to  industry  in  order  to  meet 
the  wider  and  more  varied  demands  of  Europe’s 
economy  as  a  whole. 

International  Action.  Beyond  intergovernmental 
action,  there  is  unquestionably  need  for  interna¬ 
tional  administrative  supervision  of  cartels — public 
and  private.  Discussion  of  the  problem  of  strategic 
materials  or  the  relevance  of  an  attempt  to  achieve 
self-sufficiency  through  synthetic  processes  leads 
finally  to  the  question  of  power  resources  for  both 
war  and  peace.  The  United  Nations  have  pledged 
equal  access  to  the  raw  materials  of  the  world  and, 
in  so  far  as  cartel  controls  have  hampered  or  would, 
in  the  future,  nullify  such  a  program,  it  is  to  be 
hoped  that  unity  of  opinion  and  action  can  be 
achieved  on  these  basic  questions  affecting  the 
future  security  of  the  world.  The  reorganization, 
and  reconstruction,  of  Europe’s  economy,  and  of 
German  economy  in  particular,  obviously  calls  for 
international  action. 

The  paramount  necessity  of  insuring  that  con¬ 
sumer  interests  are  represented  in  any  agreement 
undertaking  the  organization  of  production  and 
distribution  of  the  world’s  commodities  or  pro¬ 
cessed  goods  also  argues  for  international  govern¬ 
mental  action.  At  the  very  least,  registration  of  all 
such  agreements — intergovernmental  or  private — 
with  an  international  economic  tribunal  is  essen¬ 
tial.  This  is  necessary  because  some  countries  exer- 
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cise  state  controls  over  some  industries,  or  certain 
industrial  interests  are  coextensive  with  particular 
states.  In  such  cases  government  participation  alone 
does  not  obviate  the  objection  that  political  aims 
might  be  fostered  by  a  given  control  scheme,  nor 
other  objections  commonly  brought  against  private 
monopolistic  interests.  Under  such  conditions  pub¬ 
lic  servants  could  only  be  considered  as  prejudiced 
participants.  Were  such  an  international  economic 
tribunal  with  the  requisite  powers  of  supervision 
created,  full  publicity  would  be  afforded  to  the 
various  commodity  controls  and  industrial  agree¬ 
ments.  This  alone  would  go  far  to  correct  some  of 
the  abuses  with  which  the  private  industrial  agree¬ 
ment  is  now  charged. 

If  the  United  States  attack  on  cartels  is  tempered 
in  line  with  the  above  suggestions,  we  will  find  it 
easier  to  achieve  agreement  with  other  nations 
whose  tradition  with  respect  to  economic  concen¬ 
tration  does  not  compare  with  our  own.  It  is  essen¬ 
tial,  above  all,  to  avoid  future  power  struggles 
conducted  in  the  first  instance  with  the  economic 
potentials  of  war.  Should  lack  of  foresight  in  this 
or  other  matters  of  trade  policy  force  the  leading 
industrial  countries  into  the  pursuit  of  self-suffi¬ 
ciency  again,  then  the  American  attitude  toward 
the  cartel  would  have  to  undergo  drastic  revision. 
For  in  the  dog-eat-dog  atmosphere  that  would  re¬ 
sult,  private  interests  and  the  government  alike 
would  be  compelled  to  enter  agreements  of  the 
most  restrictive  nature  in  order  to  secure  an  ad¬ 
vantageous  position  from  the  point  of  view  of  eco¬ 
nomic  gain  and  national  security. 
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